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Order Approving the Formation of a Bank Holding Company 

 
  Capital One Financial Corporation (“Capital One”) has requested the 

Board’s approval under section 3 of the Bank Holding Company Act (“BHC Act”)1 

to become a bank holding company after amending the charter of its subsidiary, 

Capital One Bank, Glen Allen, Virginia (“Capital One Bank”), from a limited-

purpose, credit-card bank charter to a full-service bank charter.  Capital One Bank 

is not a “bank” for purposes of the BHC Act,2 but it proposes to become a full-

service bank under the amended charter.  Capital One Bank, a state member bank, 

also has requested the Board’s permission under section 9 of the Federal Reserve 

Act and section 208.3 of the Board’s Regulation H to change the general character 

of its business.3 

  In addition, Capital One has requested the Board’s approval under 

sections 4(c)(8) and 4(j) of the BHC Act and sections 225.28(b)(2), (4), (6), and 

(12) of the Board’s Regulation Y to retain certain nonbanking subsidiaries of 

Capital One and thereby engage in permissible activities related to extending 

credit, providing investment advice, engaging in community development, and 

retaining Capital One’s wholly owned savings association, Capital One, F.S.B., 

McLean, Virginia (“Capital One FSB”).4  Capital One also has filed notices under 
                                                           
1   12 U.S.C. § 1842. 
2   See 12 U.S.C. § 1841(c)(2)(F). 
3   12 U.S.C. § 321; 12 C.F.R. 208.3. 
4   12 U.S.C. §§ 1843(c)(8) and 1843(j); 12 C.F.R. 225.28(b)(2), (4), (6), and (12). 
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section 4(c)(13) of the BHC Act and the Board’s Regulation K to retain certain 

foreign operations of Capital One.5  

  Notice of the proposal, affording interested persons an opportunity to 

submit comments, has been published (69 Federal Register 11,017 (2004)).  The 

time for filing comments has expired, and the Board has considered the proposal 

and all comments received in light of the factors set forth in sections 3 and 4 of the 

BHC Act and the Federal Reserve Act. 

  Capital One, with total consolidated assets of $39.8 billion, is and 

would remain the second largest depository organization in Virginia, controlling 

deposits of approximately $18.6 billion, which represents 14.4 percent of the total 

deposits in insured depository institutions in the state.6   

Competitive Considerations    

  Section 3 of the BHC Act prohibits the Board from approving a 

proposal that would result in a monopoly.  It also prohibits the Board from 

approving a proposal that would substantially lessen competition in any relevant 

banking market unless the Board finds that the anticompetitive effects of the 

proposal are clearly outweighed in the public interest by the probable effects of the 

proposal in meeting the convenience and needs of the community to be served.7  

As stated above, the proposal involves a charter amendment that would result in 

Capital One Bank becoming a “bank” for purposes of the BHC Act and does not 

involve the acquisition of an additional depository institution.  Based on all the 

facts of record, the Board concludes that consummation of the proposal would not 
                                                           
5   12 U.S.C. § 1843(c)(13); 12 C.F.R. 211.9. 
6   Asset data are as of March 31, 2003.  Deposit and ranking data are as of 
June 30, 2003. 
7   12 U.S.C. § 1842(c).   
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have a significantly adverse effect on competition or on the concentration of 

banking resources in any relevant banking market and that competitive 

considerations are consistent with approval.  

Financial, Managerial, and Other Supervisory Considerations 

 Section 3 of the BHC Act requires the Board to consider the financial 

and managerial resources and future prospects of the companies and banks 

involved in the proposal and certain other supervisory factors.8  The Board has 

reviewed these factors in light of all the facts of record, including supervisory 

reports of examination assessing the financial and managerial resources of Capital 

One Bank and Capital One FSB, information provided by Capital One, publicly 

reported and other financial information, and public comment on the proposal.9  

 Capital One is well capitalized and will remain so on consummation 

of the proposal.  In addition, the Board has considered the financial and managerial 

resources and examination records of Capital One’s subsidiary depository 

institutions, Capital One Bank and Capital One FSB.  Based on all the facts of 

record, the Board concludes that the financial and managerial resources and future 

prospects of the institutions involved are consistent with approval of the proposal, 

as are the other supervisory factors under the BHC Act. 

                                                           
8   12 U.S.C. § 1842(c)(2).   
9   A commenter expressed concern about Capital One’s lobbying efforts in the 
Virginia legislature.  Such matters are outside the limited statutory factors that 
the Board is authorized to consider when reviewing an application under the 
BHC Act.  See Western Bancshares, Inc. v. Board of Governors, 480 F.2d 749 
(10th Cir. 1973).   
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Convenience and Needs Considerations  

  In acting on the proposal, the Board must consider the effects of the 

proposal on the convenience and needs of the communities to be served and take 

into account the records of the relevant insured depository institutions under the 

Community Reinvestment Act (“CRA”).10  An institution’s most recent CRA 

performance evaluation is a particularly important consideration in the applications 

process because it represents a detailed, on-site evaluation of the institution’s 

overall record of performance under the CRA by its appropriate federal 

supervisor.11 

  The Board has carefully considered the effects of the proposal on the 

convenience and needs of the communities to be served in light of all the facts of 

record, including the CRA performance records of Capital One Bank and Capital 

One FSB, information provided by Capital One, and public comment on the 

proposal.  Capital One Bank received an overall rating of “outstanding” at its most 

recent CRA performance evaluation by the Federal Reserve Bank of Richmond, as 

of April 28, 2003.12  Capital One Bank is engaged exclusively in credit card 

operations and has been designated as a limited purpose bank for purposes of 

evaluating its CRA performance.13 

                                                           
10   12 U.S.C. § 2901 et seq.   
11   Interagency Questions and Answers Regarding Community Reinvestment, 
66 Federal Register 36,620 and 36, 639 (2001).   
12   Capital One FSB received an overall rating of “satisfactory” at its most recent 
CRA performance evaluation by its primary federal supervisor, the Office of Thrift 
Supervision (“OTS”), as of April 28, 2003.   
13   See 12 C.F.R. 228.25(a).  A commenter expressed concern that Capital One 
planned to expand the activities of Capital One Bank to those of a full-service bank 
without submitting a CRA plan as part of its proposal.  Capital One has stated that 
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  At the most recent performance evaluation, examiners characterized 

Capital One Bank’s community development performance as excellent and highly 

responsive to community needs.  Examiners noted that Capital One Bank had made 

a number of investments, grants, and contributions to a variety of community 

organizations that serve the needs of LMI individuals and promote economic 

development in LMI areas.  Examiners commended Capital One Bank for some of 

its innovative investments.   

  Based on these and all the facts of record, the Board has concluded 

that considerations relating to the convenience and needs of the communities to be 

served, including the CRA performance records of the institutions involved, are 

consistent with approval.         

Nonbanking Activities 

Capital One also has filed a notice under sections 4(c)(8) and 4(j) of  

the BHC Act to retain its nonbanking subsidiaries.  The subsidiaries engage in 

activities related to extending credit, providing investment advice, engaging in 

community development, and operating a savings association.  The Board has 

determined by regulation that these activities are permissible for a bank holding 

company under Regulation Y,14 and Capital One has committed to conduct these 

                                                                                                                                                                                           
it has no immediate plans to engage in a broader range of activities that would 
change its designation as a limited purpose bank for purposes of the CRA.  If 
Capital One Bank engages in activities that cause the bank to lose this designation, 
its CRA performance will be evaluated under the appropriate tests and standards.  
See 12 C.F.R. 228.25(b).  Capital One has experience with CRA evaluations of 
full-service institutions by virtue of operating Capital One FSB, which, as noted 
above, received a “satisfactory” rating from the OTS.   
14  See 12 C.F.R. 225.28(b)(2), (4), (6), and (12). 
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activities in accordance with the Board’s regulations and orders for bank holding 

companies engaged in these activities. 

  To approve the notice, the Board must determine that the acquisition 

of the nonbanking subsidiaries and the performance of the proposed activities by 

Capital One “can reasonably be expected to produce benefits to the public . . . that 

outweigh possible adverse effects, such as undue concentration of resources, 

decreased or unfair competition, conflicts of interests, or unsound banking 

practices.”15  As part of its evaluation of these factors, the Board has considered the 

financial and managerial resources of Capital One and its subsidiaries, the 

companies to be retained, and the effect of the proposed transaction on those 

resources.  In evaluating the proposal to retain Capital One FSB, the Board also 

has reviewed the CRA performance record of the institutions involved.16  For the 

reasons noted above, and based on all the facts of record, the Board has concluded 

that financial, managerial, and CRA considerations are consistent with approval of 

the notice. 

  The Board also has considered the competitive effects of Capital 

One’s retention of its nonbanking subsidiaries.  As noted above, this proposal 

involves a charter amendment and would not result in the expansion of Capital 

One’s operations.  Accordingly, the Board concludes that it is unlikely that 

significantly adverse competitive effects would result from the retention of Capital 

One’s nonbanking subsidiaries.  Capital One has indicated that the proposal would 

provide its customers a wider variety of banking services over time.   

  Based on all the facts of record, the Board has determined that 

consummation of the proposal can reasonably be expected to produce public 
                                                           
15  See 12 U.S.C. § 1843(j)(2)(A). 
16  See, e.g., Banc One Corporation, Inc., 83 Federal Reserve Bulletin 602 (1997). 
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benefits that would outweigh any likely adverse effects under the standard of 

section 4(j)(2)(A) of the BHC Act. 

 Capital One also engages in a limited number of activities that are 

impermissible, or that are only permissible for financial holding companies, such 

as certain insurance agency and venture capital investment activities.            

Section 4(a)(2) of the BHC Act requires each company that becomes a bank 

holding company to conform its nonbanking activities and investments to the 

requirements of the BHC Act within two years of the date it becomes a bank 

holding company.17  The Board’s action on this proposal is subject to the condition 

that Capital One take all actions necessary to conform its activities and investments 

to the requirements of the BHC Act and the Board’s regulations thereunder in a 

manner acceptable to the Board, including by divestiture if necessary, within two 

years of the date of consummation of the proposal or such extended time period 

that the Board, in its discretion, may grant.18 

Membership Considerations 

Under section 208.3(d)(2) of the Board’s Regulation H,19 a member 

bank may not cause or permit any change in the general character of its business or 

in the scope of the corporate powers it exercises at the time of admission to 

membership without the permission of the Board.  In light of the proposed charter 

amendment, and the evolving nature of its business plan, Capital One Bank, a state 

                                                           
17   12 U.S.C. § 1843(a)(2). 
18   Section 4(a)(2) authorizes the Board, on request, to grant up to three one-year 
extensions of this conformance period, if the Board finds that the extensions 
“would not be detrimental to the public interest.” 
19   12 C.F.R. § 208.3(d)(2); see also SR Letter  02-9,  March 20, 2002. 
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member bank, has requested permission under Regulation H for a change in the 

general character of the bank’s business to operate as a full-service bank.  

The Board has carefully reviewed the proposed business plan of 

Capital One Bank and the powers it proposes to exercise under state law as a 

full-service commercial bank.  In light of all the facts of record, the Board has 

determined that this change in the general character of Capital One Bank’s 

business is consistent with the terms of Federal Reserve System membership and 

that Capital One Bank may retain its System membership after amending its 

charter. 

Foreign Activities 

  Capital One also has requested the Board’s consent under 

section 4(c)(13) of the BHC Act and section 211.9 of Regulation K to retain its 

foreign operations.20  Based on all the facts of record, the Board concludes that 

all the factors required to be considered under the BHC Act and Regulation K 

are consistent with approval of this request. 

Conclusion 

 Based on the foregoing and all the facts of record, the Board has 

determined that the proposal should be, and hereby is, approved.  In reaching its 

conclusion, the Board has considered all the facts of record in light of the factors 

that it is required to consider under the BHC Act and other applicable statutes.  The 

Board’s approval is specifically conditioned on compliance by Capital One with 

the conditions imposed in this order and the commitments made to the Board in 

connection with the proposal.  The Board’s approval of the nonbanking aspects of 

the proposal also is subject to all the conditions set forth in Regulation Y, including 

                                                           
20   See 12 U.S.C. § 1843(c)(13); 12 C.F.R. 211.9. 
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those in sections 225.7 and 225.25(c),21 and to the Board’s authority to require 

such modification or termination of the activities of a bank holding company or 

any of its subsidiaries as the Board finds necessary to ensure compliance with, and 

to prevent evasion of, the provisions of the BHC Act and the Board’s regulations 

and orders issued thereunder.  The commitments made to the Board are deemed to 

be conditions imposed in writing by the Board in connection with its findings and 

decisions and, as such, may be enforced in proceedings under applicable law.   

  The transaction to become a bank holding company may not be 

consummated before the fifteenth calendar day after the effective date of this order, 

and the proposal may not be consummated later than three months after the 

effective date of this order, unless such period is extended for good cause by the 

Board or the Federal Reserve Bank of Richmond, acting pursuant to delegated 

authority.   

   By order of the Board of Governors,22 effective July 6, 2004. 

 
(signed) 

                                       
Robert deV. Frierson 

Deputy Secretary of the Board 
  
 

                                                           
21   12 C.F.R. 225.7 and 225.25(c). 
22   Voting for this action:  Chairman Greenspan, Vice Chairman Ferguson, and 
Governors Gramlich, Bies, Olson, Bernanke, and Kohn. 


